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APPLI CATI ON OF

BARC ELECTRI C COOPERATI VE CASE NO. PUE000232
For a revision in retail base

rates, service charges, and

terns and conditions for
electric service

FI NAL ORDER

On May 1, 2000, BARC Electric Cooperative ("BARC' or "the
Cooperative") filed an application with the State Corporation
Comm ssion ("Comm ssion") to revise its retail base rates,
service charges, and terns and conditions of service. The
Cooperative's proposed tariff revisions would increase the
Cooperative's annual jurisdictional revenues by $815, 679, or
7.00% The application represented that BARC s requested
i ncrease in annual revenues woul d produce a Tinmes |Interest
Earned Ratio ("TIER') of 2.07, using pro forma interest, and a
rate of return on rate base of 8.16% According to BARC, its
rates have been designed to produce an increase in
jurisdictional base revenues of $766,039, after the elimnation
of R der Surcharges OD-11, OD-12, and OD-13. The Cooperative
represents that its other revenues have been increased by

$49, 640. Pursuant to 8§ 56-582 of the Code of Virginia, the
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Cooperative's proposed rate and tariff revisions becane
effective on an interimbasis, subject to refund with interest,
on January 1, 2001

On May 26, 2000, the Comm ssion entered its Order for
Notice and Hearing. This Order docketed the application,
appointed a Hearing Exam ner to the matter, set the matter for
hearing on Novenber 13, 2000, directed BARC to give notice to
the public of its application, and established a procedural
schedul e for the Cooperative, protestants, Staff, and public
Wi t nesses.

On the appointed day, the matter was heard by M chael D
Thomas, Hearing Exam ner. Counsel appearing were WIIiam B.
McCl ung, Esquire, counsel for the Cooperative; Rebecca W Hartz,
Esquire, counsel for the D vision of Consunmer Counsel, Ofice of
the Attorney General ("AG' or "Attorney General"); and
Kat harine A Hart, Esquire, and Sherry H Bridewell, Esquire,
counsel for the Commission Staff ("Staff"). No public w tnesses
testified at the hearing. At the conclusion of the hearing, the
Hearing Exam ner directed the case participants to file
si mul t aneous post-hearing briefs 60 days after the transcript of
the hearing was filed in the case.

A transcript of the Novenber 13, 2000, hearing was filed on

January 12, 2001, and the Cooperative, Staff, and Consuner



Counsel filed their respective post-hearing briefs on March 12,
2001.

On June 29, 2001, the Hearing Exam ner filed his Report in
this matter. 1In his Report, he summari zed the evidence and
determ ned the gravanen of the controversy between the Staff and
BARC to be the nmethodol ogy to be used for setting capped rates
as required by 8 56-582 A 3 of the Code of Virginia.

Section 56-582 A 3 of the Code of Virginia provides in
pertinent part that
[ sJuch rate application and the Comm ssion's
approval shall give due consideration, on a
f orwar d-| ooki ng basis, to the justness and
reasonabl eness of rates to be effective for

a period of time ending as late as July 1,
2007.

The Hearing Exam ner anal yzed the statute and determ ned that
t he | anguage "due consi deration” provides the Conm ssion the
di scretion to review and wei gh the various factors, e.g., the
utility's revenues, expenses, and rate base, that affect the
j ustness and reasonabl eness of an electric utility's rates.

The Hearing Exam ner determ ned that the phrase "on a
f orwar d- | ooki ng basis" required the Conmm ssion to |ook into the
future. He noted that the Conm ssion, in the exercise of its
di scretion, would weigh the reliability of the data and
assunptions used in the forecasts in determ ning whether the

utility's rates net the just and reasonabl e standard.



After analyzing the statute, the Hearing Exam ner found the
cost of service nethodol ogy enployed by the Staff to be
reasonable and to neet the requirenents of 8§ 56-582 A 3 of the
Code of Virginia.! He accepted the purchased power forecast
supplied by ODEC to its nenber cooperatives in August 2000, and
found that these data represented reasonable estimates of BARC s
future purchased power costs. He also found that the
Cooperative's revenue requi rement should be adjusted to renove
the effects of gross receipts taxes that the Cooperative is no
| onger responsible for paying. According to the Hearing
Exam ner, renoval of gross receipts taxes from BARC s cost of
service has the effect of reducing the Cooperative's requested
revenue requirenment from $815, 679 to $610, 994.

The Hearing Exam ner accepted BARC s use of a 3.07%
depreciation rate for its distribution plant equipnent as well
as its use of a 10% depreciation rate for its | oad nanagenent
equi pment. Enploying the Staff's net hodol ogy and the
Cooperative's depreciation rates, he determ ned that BARC

requi red $615, 222, in additional gross annual revenues, or

1 The Staff performed an analysis of BARC s current and projected revenues,
expenses, and changes in rate base for the 12 nonths endi ng June 30, 1999,
through July 1, 2007. It incorporated the npst current cost of service data
avail abl e from BARC and O d Doninion Electric Cooperative ("ODEC'), BARC s
pri mary whol esal e power supplier, in reaching its conclusions. Staff also
used a seven-year rate period to determ ne the Cooperative's revenue

requi renent and applied a present value factor to the out-year revenues and
expenses to bring these cost of service elenents to a 2001 rate year



$90, 435, nore than the Staff's reconmended additional gross
annual revenue requirenent of $524,787. The Hearing Exam ner
recommended that BARC s revenue requirenent be established using
a 2.25 actual TIER the md-point of the TIER range of 2.0 to
2.5, supported by Staff.

The Hearing Exam ner also accepted the Staff's net hodol ogy
for determining BARC s cost of capital, as well as the Staff's
6. 13% interest rate for the Cooperative's new Federal Financing
Bank notes and its 9.10%interest rate for National Rural
Cooperative Finance Corporation ("CFC') notes borrowed by the
Cooperative and renewed by CFC, its |ender

The Hearing Exam ner determ ned that issues related to the
proper met hodol ogy for unbundling BARC s rates shoul d be
addressed in BARC s pending functional separation case docketed
as Case No. PUE010002. However, he found ODEC s projected
whol esal e power rates to be reliable and recomended that these
rates shoul d be used to determ ne the Cooperative's future
purchased power costs. He also determ ned that BARC s purchased
power cost for the capped rate period was $5,591, 085, and
recomended that the Conm ssion use this anobunt as the basis for
determ ni ng BARC s generation cap in the Cooperative's
functional separation case (Case No. PUE010002). The Exam ner

concluded that, if a different figure were enpl oyed, a subsidy



coul d be created between the Cooperative's bundl ed and unbundl ed
rate custoners.
Based on the record developed in this matter, the Hearing
Exami ner al so nmade the follow ng findings:
(1) The nethodol ogy enpl oyed by the
Staff in this case is reasonable and neets
the requirenents inposed on the Conm ssion

by 8 56-582 A 3 of the Code of Virginia

(2) The Staff's rate period and

billing determ nants are reasonabl e and
shoul d be used for setting the Cooperative's
rates;

(3) Goss receipts taxes should be
renoved fromthe Cooperative's revenue
requiremnent;

(4) The Cooperative's depreciation
rates of 3.07% for its distribution
equi pment and 10% for its | oad nanagenent
equi pnment are reasonabl e;

(5) The Cooperative's rate case
expense, as adjusted by the Staff, is
reasonabl e;

(6) The Cooperative's right-of-way
expense, as adjusted by the Staff, is
reasonabl e;

(7) The Cooperative's payroll expense,
as adjusted by the Staff, is reasonabl e

(8) The Staff's interest expense
cal culation is reasonabl e;

(9) The Cooperative's [actual] TIER
shoul d be set at 2.25;

(10) The Staff's cost of capital
cal cul ati ons are reasonabl e;



(11) The Cooperative's adjusted revenue
requi renent of $615, 222.00 is reasonabl e;

(12) The Cooperative's Wol esal e Power
Cost Adj ustnent C ause shoul d be anended to
renmove any reference to gross receipts
t axes;

(13) The Cooperative's m scel |l aneous
services charges, including its bad check
charge, are reasonabl e;

(14) The Cooperative's change in its
meter reading policy is reasonable;

(15) The Cooperative's change in its
generation credit rider is reasonable;

(16) The issues related to the proper
met hodol ogy for unbundling the Cooperative's
rates and the resulting unbundl ed rates
shoul d be addressed in the Cooperative's
functi onal separation case, Case
No. PUE010002;

(17) The Cooperative's total purchased
power cost for the capped rate period is
$5, 591, 085; and

(18) The Cooperative's total purchased
power cost as set in this case should be
used as the basis for determ ning the
generation cap in the Cooperative's
functi onal separation case.

The Hearing Exam ner recommended that the Comm ssion enter
an order that adopts the findings contained in his Report;
approves an increase in gross annual revenues for the
Cooperative of $615,222; directs BARC to apportion the approved

rate increase to its retail classes using the sane percentage

i ncreases proposed by BARC, approves BARC s tariff revisions as



set forth in the Hearing Exami ner's Report; requires the
Cooperative to file an affidavit certifying that all over-
collections during the period interimrates were in effect have
been refunded; and dism sses the case fromthe Conm ssion's
docket of active proceedings. The Hearing Exam ner invited the
parties to the proceeding to file responses to his Report within
twenty-one (21) days fromthe date of its entry.

On July 20, 2001, the Attorney General and BARC each filed
a response to the Hearing Exam ner's Report. In its Response,
BARC accepted the Exam ner's reconmended revenue requirenment of
$615, 222, but characterized the met hodol ogy used by the Hearing
Exam ner in establishing BARC s revenue requirenent as
i ncorporating ratenmaki ng adjustnents "based on nearly seven
years of highly speculative and uncertain forecast data."” The
Cooperative supported the Hearing Exam ner's recommendati ons
relative to BARC s depreciation adjustnents, and agreed with the
Heari ng Exam ner's recomrendation that the methodol ogy for rate
unbundl i ng shoul d be addressed in Case No. PUE010002, BARC s
application for approval of its functional separation plan.

The Attorney Ceneral supported the Hearing Exam ner's
findings relative to 8 56-582 A 3 of the Virginia Electric
Uility Restructuring Act, and comented that in order to give
due consideration to the future justness of rates, the Hearing

Exam ner appropriately considered reasonabl e projections of



future revenues and expenses. The Attorney General nmaintai ned
that the Comm ssion nust act now to account for the projected
decreases in demand costs the Cooperative will pay for its
purchased power. The AG asserted that the Exam ner properly
utilized ODEC s projected whol esal e power rates in giving due
consideration, on a forward-I|ooking basis, to the justness and
reasonabl eness of rates for a period ending as | ate as 2007.

NOW UPON consi deration of the record herein, the Hearing
Exam ner's Report, and the responses thereto, the Comm ssion is
of the opinion and finds that the analysis, findings, and
recomendati ons of the June 29, 2001, Hearing Exam ner's Report
are reasonabl e, supported by the record, and shoul d be adopted,
except as stated below. Contrary to BARC s assertions, we find
that the record supports the use of the data forecasts accepted
by the Hearing Examiner in his Report.

Mor eover, we agree with the Hearing Exam ner that the
met hodol ogy for unbundling BARC s rates should be addressed in
t he Cooperative's pending functional separation case, Case
No. PUE010002. W concl ude, however, that the bundled rates
BARC nust file in accordance with the directives of this Order
shoul d be considered in Case No. PUE010002. Accordingly, we
wi || supplenent and nodify the Hearing Exam ner's Report to
require BARC to enploy the bundled rates filed in conpliance

wth this Order as a basis for developing its unbundl ed rates,



fees and charges in Case No. PUE010002.2 Nbreover, BARC should
supplenent its filing in Case No. PUE010002 to include the total
purchased power cost determ ned herein so that this cost nmay

al so be considered in Case No. PUE010002.

Accordingly, IT IS ORDERED THAT:

(1) The findings and reconmrendations set out in the
June 29, 2001, Hearing Exam ner's Report, as nodified and
suppl ement ed herein, are hereby adopt ed.

(2) The Cooperative shall be granted an increase in gross
annual revenues of $615, 222, effective for service rendered on
and after January 1, 2001.

(3) BARC shall forthwith file with the Division of Energy
Regul ati on revi sed permanent schedul es of rates, fees and
charges, together with its revised terns and conditions of
service, designed to produce the additional revenues found
reasonabl e herein, effective for service rendered on and after
January 1, 2001.

(4) On or before October 31, 2001, BARC is directed to
recal cul ate, using the rates being established by this Oder,
each bill it rendered that used, in whole or in part, the
interimrates being replaced by the rates established by this

Order. In each instance where application of the rates being

2 |f BARC or any other party in Case No. PUE010002 believes that BARC s
unbundl ed rates shoul d be established on another basis in Case No. PUE010002,
BARC and others renmain at liberty to advance those argunents in that case.
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established by this Order yields a reduced bill to the custoner,
BARC is directed to refund with interest as directed bel ow, the
di fference.

(5) Interest upon the ordered refunds shall be conputed
fromthe date paynent of each nonthly bill was due during the
interimperiod until the date refunds are made, at an average
prime rate for each cal endar quarter. The applicabl e average
prime rate for each cal endar quarter shall be the arithmetic
mean, to the nearest one-hundredth of one percent, of the prine

rate val ues published in the Federal Reserve Bulletin, or in the

Federal Reserve's Selected Interest Rates ("Sel ected Interest
Rat es") (Statistical Release G 13), for the three nonths of the
precedi ng cal endar quarter.

(6) The interest required to be paid herein shall be
conpounded quarterly.

(7) The refunds ordered in Paragraph (4) above nay be
acconplished by credit to the appropriate custoner's account for
current custoners (each refund category shown separately on each
customer's bill). Refunds to former custonmers shall be nade by
check to the |last known address of such custoners when the
refund amount is $1 or nore. BARC may offset the credit or
refund to the extent no dispute exists regardi ng the outstandi ng
bal ances for its current custoners or custoners who are no

| onger on its system To the extent that outstandi ng bal ances
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of such custoners are disputed, no offset shall be permtted for
t he di sputed portion of these bal ances. The Cooperative may
retain refunds owed to forner custoners when the refund anount
is less than $1. However, BARC shall prepare and nmaintain a
list detailing each of the fornmer accounts for which refunds are
| ess than $1, and in the event such former custonmers contact the
Cooperative and request refunds, such refunds shall be made
pronptly. Al unclainmed refunds shall be handled in accordance
wth 8 55-210.6:2 of the Code of Virginia.

(8) On or before Novenmber 30, 2001, BARC shall file with
the Division of Energy Regul ation a docunent show ng that all
refunds have been |l awfully made pursuant to this Order, and
item zing the costs of the refund and accounts charged. Such
item zation of costs shall include, inter alia, conputer costs,
t he personnel hours, associated salaries, and costs for
verifying and correcting the refunds directed in this O der.

(9) On or before August 31, 2001, BARC shall suppl enent
its pending functional separation application docketed as Case
No. PUE010002, so that the Cooperative's total purchased power
cost as determned in this case and the bundled rates filed in
conformance with this Order nmay be considered in Case No.

PUE010002.
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(10) The Cooperative shall forthwith revise its Wol esal e
Power Cost Adjustnent Cl ause to renobve any reference to gross
recei pts taxes.

(11) There being nothing further to be done herein, this
matter shall be dism ssed fromthe Comm ssion's docket of active
proceedi ngs, and the papers filed herein shall be placed in the

Commi ssion's file for ended causes.

13



